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Blake: Value Analysis

One of the most useful approaches to cost control
available
industry was originally developed for
purchasing, but
value is not limited to that de
partment. This article reviews the principles and ap
plications of

VALUE ANALYSIS
by Edward Blake
Upsala College

analysis, the evaluation
tempt at quantification—of perform
of a product in terms of both
ance as well as cost factors—it is a
cost and performance, has becomenatural tool for the accountant or
an established technique in pur
financial executive. He can play an
chasing. Few executives in other
important role in its application to
functions are familiar with it. This
the analysis of purchased products,
is a pity, for the basic concept—
manufactured products, and the
if broadened to include services as
services provided by company de
well—has many applications outside
partments.
purchasing.
Value analysis can be used to
Purchasing
analyze and evaluate the products
a company manufactures as well as
In many companies the purchas
those it purchases. It can be used
ing department has added value
to measure the value of the “prod
analysis to its functions
quality,
ucts” of such company functions as
quantity, timing, cost, service, and
accounting. In each case value
source selection. As practiced in
analysis is more than just another
those companies, value analysis has
cost-cutting approach. It is a meth
two dimensions:
od of obtaining maximum perform
Price analysis is an investigation
ance at minimum cost. Because
of a supplier’s direct and indirect
value analysis is basically an at
costs of producing a raw material.
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component, or supply item so that
prices related closely to his actual
cost of production can be nego
tiated. Such analysis may lead to
changes in specifications, the de
tailed descriptions of the material’s
characteristics, and thereby result
in reduced costs of production. The
primary objective, however, is to
evaluate existing costs.
Product analysis is the analysis of
the performance of a purchased ma
terial so as to define adequate qual
ity at the lowest ultimate cost. It
may result in changes in specifica
tions of raw materials or production
processes, in simplification of the
design of assembled components, or
in changing requirements so that
standard items of supply may be
used. Such analysis may lead to
negotiations that reduce prices un1
Management Services
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der existing specifications. Its pri
erly accepted as untouchable. It is
mary purpose, however, is to chal
assumed that the buyer will select a
lenge specifications so as to relate
supplier whose production methods
designs to the production resources
are efficient and whose costs are
of suppliers.
competitive. Any attempt to pur
Value analysis combines the ob
chase below the cost of produc
jectives of price and product anal
tion apart from the ethical and le
ysis. It is the investigation of the
gal considerations involved, merely
performance of a material, compo
tends to destroy the source of
nent, or service in terms of its unit
supply.
price so
to develop the most ef
The user of value analysis recog
fective specifications at the lowest
nizes that there is an alternate pos
ultimate cost.
sibility. The supplier’s basic costs
One company describes the proc
of manufacturing are largely deter
ess as “the engineering of unneces
mined by the design, materials, and
sary cost factors out of the pur
methods specified by the buyer for
chased item.” Another has a more
production of the purchased items.
elaborate definition that goes some
It is possible that the item itself in
thing like this: “Value analysis is
volves an unnecessarily high cost
the study of the relationship of
for its intended purpose. If so, the
design, function, and cost of any
buyer and his associates can attack
product, material, or service with
that hard core of basic production
the object of reducing its cost
costs, trying to eliminate or modify
through modification of designs or
any unnecessary features of design
material specifications; manufactur
and resulting manufacturing opera
ing by a more efficient process;
tions and eventually arriving at a
change in source of supply—external
specification or part which really is
or internal (make or buy); or pos
the most economical product that
sible eliminations or incorporations
will satisfy the end-use require
into a related item.”
ments.
When all the many and varied
Thus, the value analysis approach
factors that must be included in a
has much to commend it in terms
supplier’s price quotation are ana
of purchaser-supplier relationships.
lyzed, the hard core of cost is
It does not involve attempting to
eventually found in the manufac
“squeeze” the supplier to reduce his
Value analysis does not put any
turer’s cost of production. This is
normal margins of profit. It pro
"squeeze" on suppliers. It is a happy
the irreducible minimum. There
duces one of those happy situations
situation in which everybody wins.
may be some leeway in such factors
in which everybody wins.
as overhead charges, the cost of
sales and distribution, quantity dif
ferentials and quantity manufactur
list
ing economies, profit margins, and
This approach to the problem of
competitive pricing policies, and
cost is well summarized in the
these have always been considered
check list of ten “Tests for Values”
legitimate areas for purchase in
compiled and used in the purchas
quiry and negotiation. The cost of
ing department of the General Elec
production, however, has been prop
tric Company. This code is widely
circulated and used throughout the
various divisions and departments
Edward Blake is pro
of the company. Every part, ma
fessor of management
at Upsala
in
terial, operation, and service must
East Orange, New Jer
pass these tests:
sey. Mr. Blake re
1. Does its use contribute value?
ceived his M.B.A. de
gree from Rutgers
2. Is its cost proportionate to its
University, where he
usefulness?
was later an instructor
3. Does it need all the features it
and
he
is
at
present
in management,

working toward his doctorate at New
possesses?
York University. He has had purchasing
4. Is there anything better for the
and sales services experience in several
intended use?
manufacturing companies.
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The purchasing department is a nat
ural focal point for cost attention since
every specification is reviewed there.

Blake: Value Analysis
5. Can a usable part be made by
a lower-cost method?
6. Can a standard product be
found that will be usable?
7. Is it made on proper tooling,
considering quantities used?
8. Do material, reasonable labor,
overhead, and profit total its cost?
9. Will another dependable sup
plier provide it for
10. Is anyone buying it for
Each of these points might be
amplified
follows:
1. Analysis may disclose that a
certain part of a total component
is no longer necessary and adds no
value to the item.
2. An item’s function may be so
simple as to be obviously dispro
portionate to its usefulness. Substi
tution of cheaper materials may be
the answer.
3. Analysis may reveal that a part
does not need all of its built-in fea
tures to do an acceptable job.
4. Again, a substitute material
may work as well or better and at
a lower cost.
5. A one-piece casting method
may be substituted for a two-part
riveting method.
6. Standard-design studs, bolts, or
materials may easily be used in
many cases instead of custom-made
items.
7. Different quantities can re
quire different tooling, sometimes
with a cost advantage.
8. If suppliers are called in to
review specifications and tolerances
with the buyer, changes that will
cut costs can almost always be dis
covered.
9. Fuller exploration of the sup
plier market may show that other,
more efficient suppliers can do the
job for less.
10. Research may show that one
division of the company is buying
a certain part at a price of x plus
per thousand. Another division may
be buying a similar part, suitable
for the first division, at a price of x
minus per thousand.

Whose responsibility?
Only the last three of these exam
ples are of a strictly purchasing na
46
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less? 

ture; the first seven are more closely
concerned with engineering design
and manufacturing methods. The
question naturally arises: Why is
value analysis considered primarily
a purchasing function? There are
several important reasons why it is
logical for purchasing to have initi
ated and promoted the activity and
why it is customarily centered in
that department:
1. Purchasing is responsible for a
large proportion of costs in many
companies. Often it spends from
50 per cent to 60 per cent or more
of the company’s dollars for mate
rials, component parts, and services.
2. Purchasing is a natural focal
point for cost attention. It is a de
partment in which each specifica
tion and requirement, from what
ever source within the company,
must pass in review.
3. Purchasing, perhaps more than
any other department, must be costconscious with respect to the mate
rials, parts, and services that go into
the company’s end product. This is
an integral part of the buying re
sponsibility.
4. Regardless of how much cost
reduction activity is carried on in
other departments, it is still the re
sponsibility of the buyer to seek
maximum value when a product re
quest reaches the point of purchase.
5. The purchasing staff has be
come “cost-wise” through exper
ience in price analysis and com
parisons of alternative materials.
Furthermore, buyers are exposed
daily to new products and to ven
dors’ sales presentations.
6. Purchasing is objective about
costs. Its staff is typically capable
of greater objectivity than anyone
can have whose first concern is the
use or performance of a product.
Actually, of course, value analysis
is everybody’s business, and it is
most effective when ideas come
from every part of the company.
Value analysis by purchasing does
not encroach upon the functions or
prerogatives of other departments.
The cost reduction possibilities dis
closed are initially presented as
recommendations to those who must
ultimately define the need. WhenManagement Services
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studies may be conducted to deter
ever changes in materials, design,
mine just how much the clerical
or processes are involved, approval
production personnel can be cut
by engineering or manufacturing
back by reassignment and increased
departments is essential before a
workloads. Behind these activities
specification is changed. If  a sug
lies this assumption: “We will keep
gestion has merit, the actual changes
our same old antiquated procedures,
are often worked out in these de
accounting practices, and manufac
partments.
turing methods; we will just do it
The initiative need not always
with fewer people.” This is not the
come from the purchasing depart
answer.
ment. The opportunities open to the
Nor is it the answer to reducing
engineering department to cut costs
the
cost of products. routine cost
by redesign are obvious. The finan
session
often finds managementcial executive’s role in price and
after
looking
at a product and ask
cost analysis is equally crucial. He
ing, “What is it? How is it made?
might, for example, assist the pur
“What does it cost?”—wondering,
chasing agent with a financial anal
“How in the world do we sell it as
ysis
a vendor’s operations aimed
cheaply as we do?” What is done
at studying the allocation of costs
in this case is to develop—quite in
to a particular product line so as
In routine cost sessions
advertently—a permanent place for
to eliminate unwarranted overhead
the product, the process by which it
and other charges. Or he might
really basic questions are
is manufactured, or even the mate
work up cost figures on selected
seldom raised. Management
rial from which it is made. The
items manufactured within the com
wrong questions have been asked.
pany so that the purchasing agent
should not ask, “What is
The real question is not “What is
could compare them with the prices
the product worth?” but rather,
paid to outside suppliers for similar
the product worth?”
“What is its function worth?”
products or parts. The alert finan
Every product, every activity,
cial executive need not wait for the
but rather “What is its
every
service should be examined
purchasing agent to request such
in the light of its performance and
information. If the relations between
function worth?” Every
its
utility as well as its cost. This is
the two departments are sufficiently
the dividing line between normal
product, activity, and service
cordial, the initiative may well come
cost reduction procedures and value
from the financial group.
should be examined in the
analysis.

light of its performance

Internal analysis
Similarly, in controlling the costs
of internal products and operations,
top management needs the co
operation of all departments—pur
chasing, sales, production, and fi
nance. Through accounting state
ments and statistical controls, top
executives can usually pinpoint the
areas where costs are rising. But
they cannot, by themselves, do
much toward lowering the cost of
each unit of product. Every depart
ment must make its contribution
toward this end.
Value analysis is just as sound a
concept in internal cost control as
it is in purchasing. Too often man
agement leaps into the cost reduc
tion battle to reduce excessive drains
on pencils and paper clips and to
perform other useful but minor
economies. If worst comes to worst,

Broad approach
Application of value analysis to
over-all company operations re
quires a broad approach. Top man
agement must decide which prod
ucts, staff activities, or cost areas
breed clutter rather than bring op
portunity and results. Then it must
decide what to do about them.
Which should be abandoned alto
gether? Which should be main
tained at a minimum effort? Which
could be changed into major op
portunities, and what would it cost
to make such a change?
To make these decisions requires
information, and the financial execu
tive is the logical one to supply it.
He needs to be able to identify the
opportunities and true costs of prod
ucts, the potential contribution of
different staff activities, and the
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well as its cost.
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economically significant cost cen
ters. He should be able to supply
information on how resources are
now allocated, how they should be
allocated in the future to support
activities of greatest opportunity,
and what steps are necessary to get
from what is to what ought to be.

Products

The value analysis
technique can be used to

analyze the contribution
of staff services as well

as products. Management
should seek to identify the

areas in which outstanding

or unusually poor
performance would have

a major impact on the

company and concentrate
on improving the

results attained there.

48
Published by eGrove, 1964
its



of

The first step is to take an un
sentimental look at the product line.
All the standard facts should be
gathered about each product: its
volume, market standing, market
outlook, and so on. There is, in
addition, one key question: What
does the product contribute? What
is shown by a comparison
revenue with its true costs?
In this analysis, revenue should
be defined as total sales dollars less
costs of purchased materials and

supplies. The costs of a product
should be estimated as the propor
tion
the total costs
the busi
ness that corresponds to the ratio
between the number of transactions
(orders, production runs, service
calls, and the like) needed to obtain
the product’s revenue and the total
number of similar transactions in
the business—again less materials
and parts costs. Since this definition
is rather cumbersome, an example
follows:
Company X has annual revenues
of $68 million, after deducting costs
of materials and parts purchased.
Total costs of the business, materials
and parts again excepted, are $56
million.
Product A shows revenues of $12
million a year. It requires, however,
24 per cent of the total number
transactions, measured in this case
by invoice. Its costs, measured in
the manner just outlined, are there
fore calculated to be $13.5 million
a year. This finding that Product A
makes a negative contribution to
profit is in sharp contrast to the
“official” profit margin of nearly 12
per cent shown by the accounting
figures. This is fairly typical for
“yesterday’s product,” which has
either lost its principal customers
or can be held in the market only

by efforts that are uneconomic.
Product B, by contrast, despite an
“unsatisfactory” profit margin of
only 3 per cent, shows a net revenue
contribution of almost $4 million,
the largest single contribution to
profit. It goes in sizable orders to
a small number of substantial cus
tomers.
While the product breakdown is
usually the most important and most
revealing analysis, customers, mar
kets, distribution channels, and end
uses all can be analyzed in the same
way to determine their present and
anticipated contributions.

Staff services
The same technique can be ap
plied to analyze the contribution of
staff services. Here, however, the
questions to be asked call for mana
gerial judgment rather than for eco
nomic data. Possible queries include
the following:
In what areas would excellence
really have an extraordinary impact
on the economic results of the busi
ness, to the point where it might
transform the economic perform
ance of the entire company?
In what areas would poor per
formance threaten to damage eco
nomic performance significantly?
In what areas would it make little
difference whether the performance
were excellent or poor?
What results have been attained
by the work done in the area? How
do these compare with the results
promised or expected?
What results can realistically be
expected for the future and on what
sort of time schedule?

Cost centers
The object in identifying signifi
cant cost centers is to isolate those
areas of the business where a con
centration of cost control efforts
will pay off. One company is experi
menting with a definition of cost
what the customer spends on the
product. In other words, it is look
ing at the entire economic process
as one cost stream, ignoring the
accountant’s restriction that only

Management Services
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costs incurred within the legal en
tribute to over-all profitability?
financial executive might well be
tity of the business should be con
9. Will another dependable sup
the one to provide the model for
plier provide it for less? Can some
sidered.
other department heads to follow.
As a result, this company has
routine data processing work be
concluded that in manufacturing,
farmed out to an organization spe
In accounting
where most businesses concentrate
cializing in that field?
their cost control efforts, there is
To uncover opportunities for im
10. Is anyone buying it for less?
not much to be gained except by a
provement in accounting functions,
Is the accounting department really
real breakthrough, such as a radi
systems, and procedures, the finan
efficient?
cally different process. The poten
cial executive might adapt the G. E.
tially most productive cost centers
check list as follows:
Under new management
either lie outside the business, espe
1. Does its use contribute value?
cially in distribution, and thus re
Of what real value are some of the
The following actual example il
quire very different treatment from
data, information, and reports that
lustrates the basic approach:
the usual routine of cost reduction,
The manager of a large organiza
are accumulated and made up in the
or they are areas that management
tion kept observing signs in store
accounting department?
rarely even sees, such as the cost
windows and offices reading, “Open
2. Is its cost proportionate to its
of money.
Under New Management.” He got
usefulness? How much does it cost
to thinking about what would hap
to gather and maintain some ac
pen if he stepped out of the picture
counting records in relation to their
Allocation
and a new person took his place.
actual use in the company?
He asked himself what the new
3. Does it need all the features
The next practical step is to ana
manager would do. Aware that
it possesses? Are all parts of the
lyze how resources are now being
nothing succeeds like a successor,
accounting procedures essential to
allocated to product lines, to staff
he decided to imagine himself his
the end product delivered to oper
support activities, and to cost cen
ating executives?
own successor and put up a sign,
ters. The analysis must, of course,
“Under New Management,” to re
4. Is there anything better for the
be qualitative as well as quanti
mind himself of the idea.
intended use? Could some other re
tative. Numbers by themselves do
port in some other form do the same
not give the answers to questions
or a better job? Perhaps a report
like these:
prepared and filed in the produc
Are advertising and promotion
tion or sales department could be
dollars going
the right products?
substituted.
Are capital equipment allocations
5. Can a usable part be made by
in accord with realistic expectations
a lower-cost method? Can reports
for future demands on the com
be produced at less cost—through
pany?
mechanical, electro-mechanical, or
Is the company’s allocation sched
electronic equipment?
ule supporting the best people and
6. Can a standard product be
their activities?
found which will be usable? Can
Are these good people deployed
full time on important jobs or are
reports, records, and systems of
they spread over so many assign
gathering and reporting information
ments that they cannot do any one
be more standardized.
job properly?
7. Is it made on proper tooling,
Answers to questions of this sort
considering quantities used? Are
He wondered where the new
are often unpleasant, and the reme
manager would start. The desk piled
all accounting reports prepared me
dies they cry out for are unpleasant
high with papers seemed an obvious
chanically or electronically when
to contemplate. Moving from the
place. As he picked up each docu
hand calculation would do as well
allocation stage to the stage of de
ment, he questioned what his suc
for some of them? Or, conversely,
cision may take courage.
cessor would do under the circum
are many man-hours wasted in te
Furthermore, the ultimate deci
stances and proceeded to take ac
dious pencil-and-paper work when
sions on these major strategic and
the volume and complexity of the
tion without delay. After he had
tactical questions are the responsi
work cry out for mechanization?
cleared the top of the desk, he took
bility of top management. But there
8. Do material, reasonable labor,
the file drawers one at a time and
are many decisions that can be made
overhead, and profit total its cost?
was amazed at the obsolete mate
by department heads and functional
Do forms, people, and overhead con
rial that could be removed. So much
executives. Each department head
stitute all the costs of accounting
additional file space was made avail
can apply value analysis to the op
operation, or are there hidden costs?
able that what was left there looked
erations under his own control. The
What can the department do to con
almost lost. From then on he con
September-October, 1964
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tinued to question all current work
and new reports, trying to handle
them just
his successor might.
he found himself taking a fresh
look at every aspect of his job,
 dis
carding inefficient methods and pro
cedures that had become habits
over the years.
A financial executive adopting
this “Under New Management”
plan might find himself not only
re-evaluating his normal work but
taking steps to do many things he
had been putting off. He might put
down on paper or in manual form
the primary objectives of his de
partment. He might redefine the
functions and authority of his sub
ordinates, indicating clearly the or
ganizational lines and the relations
with other departments. He might
outline each step in the accounting
function in detail, including the es
tablishment of records, the need
for them, their preparation and
processing, and the like. By use of
this technique he might even ac
tually make way for his successor,
and himself become a successor in
a higher echelon.

Blake: Value Analysis
transportation is required at des
tination?
3. Are the costs of telephone,
utility, and transportation services
proportionate to value received?
4. Do record keeping and internal
accounting procedures meet the
test of value? What about the vol
ume of overtime?
Anyone can use value analysis. It
can be applied to every function a
person encounters in his work each
day, the function of parts or mate
rials he buys, the function of proc
esses or methods he uses, the func
tion of printed forms and reports.
It is the continuous application of
the philosophy that everything
everyone does can probably be
done a little better, a little less ex
pensively, a little more efficiently.
It works for everyone—the sweeper
and the stenographer
well as the
purchasing agent, engineer, manu
facturing man, accountant, or pres
ident.

10¢=$150,000

For everyone
Thus, it is clear that the basic
techniques of value analysis are
applicable to every aspect of com
pany operations, from the broadest
strategy to the narrowest function,
and to every company, large,
medium-sized, or small. Some peo
ple say, “Value analysis may be fine
for the big companies that have
high volume or for the manufactur
ing companies that have production
parts which can be redesigned, but
I am in a different kind of business
or profession. It simply does not
apply to me.”
Such people have missed the
point of value analysis. They have
never tried to analyze products,
services, or processes that have
nothing to do with manufacturing,
asking questions like these:
1. Could we use tourist accom
modations instead of first class
when traveling by air?
2. Would compact cars do just
as well as standard models when

In modern industry no unit sav
ing is too small to merit respectful
attention. Small unit savings mul
tiplied in the total production pro
gram quickly mount to impressive
dollar figures. In automobile manu
facture, for example, changing one
small component from forging to
an equally serviceable screw ma
chine product may save 4/10 of a
cent per unit — an insignificant
amount. But 16 of these parts are
used on every car. The annual sav
ings are $64,000.
Typical savings effected through
value analysis actually run to many
times this modest example. To any
one unfamiliar with the workings
of the technique, the tangible sav
ings reported by its users may seem
fantastic, whether considered as a

percentage of previous costs or in
relation to the cost of the activity
itself. Almost without exception,
companies that maintain accurate
records of savings find that every
dollar spent in value analysis work
is returned many times over. These
savings are repeated and multiplied
in succeeding years’ purchases and
production.
Even in companies where the
value analysis programs have been
carried on for ten years or longer,
there is no indication that the pro
cedure is even approaching the
point of diminishing returns. In
stead, the habits of mind engen
dered throughout an organization
give added momentum to the pro
gram.

Cost inflexibility
Over the years the trend in
American industry has favored the
building of additional costs into
the basic cost structure in the form
of higher labor rates, more expen
sive raw materials, and higher
taxes and other costs of doing busi
ness. This trend has been offset to
some extent through mass produc
tion, greater mechanization, and
higher productivity, but the shrink
ing purchasing power of the dollar
is evidence that it has not been
offset fully.
Each increment in basic cost of
manufacturing reduces cost flexi
bility and tends to perpetuate prices
on a higher plane. Under these
circumstances anything that can be
taken out of basic cost
a direct
item-by-item saving is significant.
Such savings permanently elimi
nate cost factors and conserve pro
ductive effort. They are repetitive,
multiplied many times over in
quantity requirements.
In every company, in every de
partment, in every activity there is
ever-present possibility for improve
ment. As Henry Ford once said,
“Businesses that grow by improve
ment do not die. But when a busi
ness stops making creative improve
ments, when it believes it has
reached perfection and needs to do
nothing but produce, it is done for.”

Management Services 7
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